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EXECUTIVE SUMMARY 


BACKGROUND 


Deloitte & Touche Management Consultants was retained to conduct an 
examination of contracting practices at the Canada Communication Group (CCG). 
This examination was accelerated from PWGSC's regular internal audit cycle in 
response to industry concerns with respect to CCG’s business practices. 


OBJECTIVES 


The key objectives of the examination included a determination of whether CCG is 
ina conflict of interest when it is both bidding and acting as a contracting agent 
and an assessment of contracting practices and specific management controls. 


WORK UNDERTAKEN 


The work performed in the examination included two parallel streams of work: 


> confidential investigation of specific industry concerns; and, 
& review of internal CCG operations. 


GENERAL ASSESSMENT 


We did not find evidence of practices or events which we would consider to be 
illegal or fraudulent. CCG has pursued work using practices which have raised 
private sector concerns. Many of these practices would be considered legitimate 
for private sector firms and are, in most respects, within CCG’s charter. 
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With respect to the conflict of interest issue, it is our view that there is an inherent 
conflict in CCG’s status as both a supplier and contracting agent. This inherent 
conflict is made more difficult by a lack of effective organizational, policy and 
management controls as well as lack of effective communication on the part of 
CCG. Beyond this, there have been instances where CCG has been aggressive in 
pursuing work due to its financial imperatives. In the absence of Central Agency or 
CCG guidelines, the limits of acceptable practices for an SOA are unclear. While 
CCG has been within its mandate, it has on occasion moved beyond the limits of 
what we consider to be acceptable practice. 


RECOMMENDATIONS 


Recommendation #1 


ai The Department should immediately address the conflict of interest issue by 
formally segregating CCG contracting on behalf of client departments from 
its delivery of services. The Department should either: 


& change CCG’s organization structure, physical accommodations, data 
security and policy base to reflect a clear and complete segregation; 
or, 


ie transfer CCG contracting to the Supply Operations Group of PWGSC. 


ef The resolution of this issue must balance the perception of conflict, which 
will remain if contracting is left within CCG, with the negative financial 
impact on CCG if contracting is removed. 


] The removal of contracting from CCG will likely have a negative economic 
impact on the Agency due to lost revenue from mark-up on client 
department contracts. There is also a potential impact on its project 
management and integration services although CCG should retain the ability 
to sub-contract for services as part of projects it delivers as well as to 
acquire the goods and services it needs to operate. 
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As a result of these potential negative impacts, the Department must also 
reconsider the organizational status and the ability of CCG to achieve its 
stated mandate as an SOA. Potential options include: 


b privatization of CCG; 
» migration to Crown Corporation status; and, 
» retention of SOA status with revised goals and targets. 


Due to the impact of segregation of contracting on economic performance, 
the issue of organizational status should be addressed within six months. 


Recommendation #2 


8 If CCG is to retain a segregated client department contracting function, it 
should: 
> ensure diligent compliance with policies and procedures such that all 


sole source contracts are reviewed and approved at appropriate levels 
of management depending on the value and the sensitivity of the 


contract; 

> limit its contracting activities to those services that are part of its 
mandate; 

fe remove the option for contract officers to bypass existing policies. 


Exemptions, where justified on the basis of providing maximum value 
for money, should be approved at an appropriate level of 
management, documented and reported to senior management; and, 


> develop a clear and concise description of its contracting policies and 
practices as well as a description of the contracting options available 
to clients. This description should be formally communicated to 
clients and suppliers. 
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Recommendation #3 


CCG should develop and publish a clear formal conflict of interest policy and 
guidelines for potential conflict situations. Potential areas to be addressed 
include: 

involvement with client department contracting processes; 

> pricing practices; 

b practices of sales staff; 


> use of onsite staff in client departments; and, 


banking funds over year end. 


The conflict of interest policies and guidelines should be developed in 
consultation with the Department, industry and appropriate central agencies 
to ensure that they reflect an acceptable basis for competition as a 
government agency. These policies and guidelines should be clearly 
communicated and monitored for compliance. 


As an SOA, CCG should also clearly communicate its intentions relative to 
moving into other sectors and service lines. 


Recommendation #4 


CCG should develop and implement policies and management procedures to 
ensure that all inquiries and complaints are addressed on a timely basis. 
Specifically, there should be processes to: 


> identify all potential high risk situations and ensure that they are 
communicated to appropriate levels of management; 


» log and track all complaints and measure response times; 


i refer all unresolved complaints to more senior management levels; 
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> review all situations where complaints have arisen, develop solutions 
and communicate these so that similar problems can be avoided; and, 


> provide the option of independent review for complaint investigation 
and resolution. 


Recommendation #5 


& CCG should continue do develop improved information for decision making, 
particularly as it relates to: 


> project costs and profitability; 
> pricing; and, 
b service line profitability. 
u CCG should also publicly communicate its financial results and related 


accounting policies in order to avoid issues of subsidization. 
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I. OVERVIEW OF THE EXAMINATION 


INTRODUCTION 


The Canada Communication Group (CCG) provides printing, publishing, 
communications planning and other related services to federal departments on a 
fee for service basis. CCG was established as a Special Operating Agency (SOA) 
within the former Supply and Services Canada in 1990. 


As an SOA now reporting through Public Works and Government Services Canada 
(PWGSC), CCG falls within the Department’s regular internal audit universe and 
was scheduled for review during 1994/95. However, the review was accelerated 
in response to concerns expressed by representatives of the communication 
industry relating to inappropriate contracting practices. 


Deloitte & Touche Management Consultants was retained to conduct the 
examination on behalf of the Department. This document presents the results of 
our examination. 


OBJECTIVES OF THE EXAMINATION 


The specific objectives for the examination were: 


v To determine whether Canada Communication Group (CCG) is in a conflict of 
interest when it is both bidding and acting as the contracting agent. 

2. To determine the conditions, if any, under which former employees are 
receiving contracts from CCG. 

ZY To determine the extent to which the contracting practices of CCG comply 


with the Agency’s own approved policies and practices for contracting. 
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4. To assess the extent to which CCG’s policies and practices for contracting 
are consistent with PWGSC's and the federal government’s contracting 
policies and practices for Special Operating Agencies. 

5, To assess the adequacy of CCG’s communication plan to explain contracting 
policies and practices to the private sector. 

6. To provide lessons learned that could be implemented for future contracting. 

iE To review the adequacy of CCG’s management control framework with 
emphasis on the mechanisms by which CCG designs, develops and approves 
policies and operating procedures. 

8. To assess the degree of consistency of CCG’s practices with Treasury Board 


guidelines regarding travel, hospitality and other similar overhead 
expenditures. 


SCOPE OF WORK 


General. The examination included two parallel streams of work: 


> investigation of specific industry concerns; and, 
> review of internal CCG operations. 


Investigation of Specific Industry Concerns. This stream of work incorporated the 
following tasks: 


discussions with approximately 45 suppliers that interact with CCG; 
development of procedures to address confidentiality concerns; 
analysis and summarization of concerns expressed; 

investigation of specific cases; and, 

preparation of findings for inclusion in this report. 


vvvvy iv 


Internal Review of CCG. The internal stream of work incorporated the following 
tasks: 


rs conduct of interviews with management and staff at CCG; 
e examination of internal policies and procedures; 
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> review of existing management controls; 


> examination of a random sample of contracts for compliance with 
policies and practices; 

> analysis and summarization of data; and, 

» preparation of findings for inclusion in this report. 


CONDUCT OF THE EXAMINATION 


The examination was conducted under the auspices of the Audit and Evaluation 
Branch of PWGSC during the period March 28 to April 29, 1994. 


CONFIDENTIALITY 


In view of the sensitivity of many of the issues under examination and in order to 
ensure full and free industry participation in this review, all discussions with 
industry representatives were conducted in confidence and all documentation was 
retained by Deloitte & Touche Management Consultants in secure conditions. 


A comprehensive undertaking of confidentiality was made to all industry 
representatives. This understanding covers all specific concerns, discussions and 
information related to the examination. Accordingly, this report contains no 
specific case references, nor does it specifically attribute any comments or 
concerns. This undertaking restricts our ability to discuss fully our findings in this 
report and requires that only general references are made to types of concern or 
occurrence. However, the confidentiality undertaking did not restrict our 
underlying review, during the course of which we were able to examine specific 
issues to our satisfaction. 
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lil. PROFILE OF THE CANADA COMMUNICATION GROUP 


OVERVIEW 


The establishment of CCG, along with four other Special Operating Agencies, was 
announced by Treasury Board in 1989. The announcement stated that SOA’s 
would: 


> improve the delivery and cost efficiency of services offered by the 
federal government; 


> operate in a businesslike manner, with the flexibility necessary to 
achieve agreed bottom line targets; and, 


> in some cases, compete with the private sector as suppliers of 
services to government. 


The specific responsibilities of CCG are stated in its charter document as follows: 
> provide efficient and effective service; 


» be self-financing and achieve agreed upon objectives as negotiated 
with its parent department; 


conduct its operations in accordance with best business practices; 


bs maintain and review its plant, equipment and other assets, based on 
operational needs; 


» maintain a qualified and competent workforce following best 
employment practices; and, 


> facilitate, in a fair and equitable manner, access by the private sector 
to work on government Communication projects. 
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SERVICES 


The Canada Communication Group provides a wide range of printing and 
communication services to federal departments and agencies. These services fall 
into three broad categories: 


> mandatory services; 
> optional services with delegation; and, 
> optional services. 


Mandatory Services. These are services for which departments are required to use 
CCG. They include: 


Advertising; 

Canada Gazette; 
Crown Copyright; and, 
Publishing Statutes. 


vvvyv 


Optional Services with Delegation. These are services for which departments can 
contract with private sector suppliers provided they have delegated authority to do 
so. The services include: 


> Printing; 
> Publishing; and, 
6 Film and Video Production. 


Optional Services. These are services for which departments have full discretion 
as to whether they use CCG or private sector sources. The services in this 
category include: 


Public Opinion/Research; 

Media Monitoring; 

Photography; 

Public Relations; and, 

Other Communications Services (including graphic and exhibit design, 
event management, writing and editing, and signage). 


VV. -V Vv Vv 
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RELATIONSHIPS WITH CLIENTS AND SUPPLIERS 


Exhibit 1 illustrates the range of potential relationships that CCG has with its 
clients and industry suppliers. 


Client Relationships. Depending on the needs of its clients, CCG may act in several 
Capacities. These include: 


> acting as a contracting agent for optional services on behalf of a client 
department; . 

b acting as an integrator/consultant for all CCG services on behalf of a 
client department; 

» acting as a direct provider of goods/services to a client department 
without going through a competitive process; and, 

® competing with the private sector for services provided to a client 


department where the client is the contracting agent. 


CCG may also act in several of these capacities for the same client. In cases 
where CCG acts as an integrator or contracting agent for a department, the 
Agency charges a fee for its services. 


Supplier Relationships. CCG also interrelates with suppliers in two roles: 
> as project manager where suppliers are used as sub-contractors; or, 


Pa as contracting agent where suppliers are performing work on behalf of 
client departments. 
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STRUCTURE AND BUSINESS PROCESSES 


CCG has organized around its two major business areas: 


> printing and publishing; and, 
> communication services. 


Printing and Publishing. This business area accounts for roughly 1200 person 
years and $250 million in revenue. Approximately $160 million (65%) of this 
revenue represents services purchased from the private sector on behalf of clients, 
while the remaining $90 million (35%) is produced internally. This ratio of 
internal to purchased services has remained constant over the last three years. 
Where CCG purchases services for customers it receives a brokerage fee from the 
customer. 


Requests for service are received either directly from clients or through CCG’s sales 
team. CCG in consultation with the client, decides to either fill the request 
internally or to purchase the services from the private sector. Services provided 
directly by CCG are estimated in terms of cost, scheduled, produced and delivered 
to the client using internal resources. 


Communication Services. CCG provides a wide range of communication services 
including: 

project / event management; 

film and video production; 

media monitoring; 

public relations; 

exposition design; 

graphic design; and, 

writing/editing. 


VV Vay. y¥. Vv; V 


These services are provided by CCG either as a contracting agent for private sector 
services or as a project / event manager and integrator. In both cases, CCG earns 

a fee based on either the value of the services procured or the cost of the project / 
event. 
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The total volume of services in this area is roughly $250 million of which only 
1.5% or $3.5 million is produced internally. This percentage of internally produced 


services has remained constant over the last three years. There are roughly 161 
person years dedicated to this service area. 
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ill. GENERAL ASSESSMENT 


The purpose of this examination was to assess the general contracting practices of 
CCG and its related management control framework. While a regularly scheduled 
internal audit was planned, the timing was accelerated as a result of a wide range 
of private sector concerns. 


The examination was conducted by investigating the specific concerns of the 
private sector and by reviewing policies and practices of CCG. The concerns 
identified were wide ranging and many were expressed with a high level of 
intensity. In our view, the concerns are primarily derived from two key issues: 


> use of practices which the private sector considers to be unfair due to 
CCG’s position as a government agency; and, 


> a perceived conflict of interest because of CCG’s role as both a 
contract agent and a supplier. 


We did not find evidence of practices or events which we would consider to be 
illegal or fraudulent. CCG has actively pursued work using practices which have 
raised private sector concerns. Many of these practices could be considered 
legitimate for private sector firms and are within CCG’s charter. This raises the 
fundamental issue of the basis on which Special Operating Agencies should be 
allowed to compete for services which are designated as optional. 


It is clear that neither Central Agencies nor CCG have defined the practices that are 
considered to be acceptable. The problem has been accentuated by a lack of 
sufficient management controls to ensure that unacceptable behaviours on the part 
of individuals are detected. Accordingly, there is a need to define and 
communicate the limits of acceptable practices and to ensure appropriate controls 
are implemented to monitor compliance. 
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With respect to the conflict of interest issue, it is our view that there is an inherent 
conflict in CCG’s status as both a supplier and contracting agent. This inherent 
conflict is made more difficult by a lack of effective organizational, policy and 
management controls as well as lack of effective communication on the part of 
CCG. Beyond this, there have been instances where CCG has been aggressive in 
pursuing work due to its financial imperatives. In the absence of Central Agency or 
CCG guidelines, the limits of acceptable practices for an SOA are unclear. While 
CCG has been within its mandate, it has on occasion moved beyond the limits of 
what we consider to be acceptable practice. 
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IV. SUMMARY OF FINDINGS 


INTRODUCTION 


The results of our examination are presented by examination objective. For each 
objective, the criteria used to assess performance and the method of analysis are 
described followed by specific findings. 


The findings themselves address issues which in our view require action by the 
Department. Where there are no specific issues to be addressed, the findings 
indicate that the assessment criteria related to the objective are satisfied. 


As noted in Section | of this report, all details provided by industry have been held 
in confidence. Accordingly, details of situations and events are not reported where 
there is a potential for breach of confidentiality agreements. However, where 
possible, generic examples are used to illustrate the reported findings. 
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OBJECTIVE #1 - TO DETERMINE WHETHER CCG IS IN A CONFLICT OF 
INTEREST WHEN IT IS BOTH BIDDING AND ACTING AS 
CONTRACTING AGENT. 


Assessment Criteria. Formal conflict of interest criteria for SOA’s competing with 
the private sector have not been defined by Central Agencies or by CCG. In the 
absence of such criteria, we developed the following guidelines and criteria for this 
examination based on policies and guidelines adopted by similar organizations in 
other jurisdictions. 


a As an agency of government, CCG must conduct its business to the highest 
standards of openness, probity and fairness. This requires: 
> ensuring suppliers are made aware of opportunities; 
& avoiding undue influence in customer contracting; 
b ensuring awareness of evaluation criteria and bid results; 
> ensuring competition where possible; 
= establishing processes to avoid perceptions that work is screened or 
taken away from the private sector; 
P establishing processes to ensure that CCG avoids the perception that 
it uses its position to compete unfairly; 
> ensuring that internal and external complaints regarding conflicts are 
clearly documented and independently evaluated; and, 
> providing a mechanism for employees to raise potential conflicts so 
that they can be evaluated. 
i CCG must ensure that it does not receive unfair advantage from 
commercially sensitive data supplied as part of its role as purchasing agent. 
This should include: 
. a clear policy restricting the use of "inside" information; and, 
> organizational segregation between groups within CCG that supply 
services and those that evaluate bids. 
ee CCG should not submit bids/proposals in cases where it is also the 


contracting authority for the requirement and should not act as contracting 
authority if it is to submit a bid." 


Formally stated as CCG policy. 
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Method of Analysis. Our examination of issues related to this objective was based 
on interviews with representatives of a wide range of private sector companies and 
review of information provided by them. All discussions were held in confidence at 
the request of industry representatives. Specific concerns were followed up to 
validate issues raised. 


Findings 


1.1. There is a lack of clear segregation between CCG’s role as supplier and its 
role as contracting agent. 


The majority of suppliers interviewed indicated that they believe that an inherent 
conflict of interest is created by CCG’s role as both a supplier of services and a 
contracting agent for government departments. They expressed concern that this 
inherent conflict could become active in cases where: 


> suppliers provide competitive data to CCG in bids or standing offers; 


concepts and innovations are included in bids; or, 
> competitive information becomes available to CCG from client 
departments. 


Their concern is that this information can be used by CCG to unfairly enhance its 
competitive position. A number of industry representatives indicated that they 
believe this process is in fact occurring. 


We did not find definitive evidence that CCG has used information received in its 
role as contracting agent to unfairly obtain business as a supplier. In addition, we 
did not find conclusive evidence to support allegations that CCG initiates tenders 
and subsequently performs the work itself. Our examination did establish that 
individual CCG staff members have participated in both contracting and competitive 
bid situations. We also noted that staff associated with sales and service delivery 
have access to the contracting area in CCG. 
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This situation, coupled with the absence of specific policy direction or separation of 
functions, indicates clearly that policy and organizational controls in this area are 
not adequate to provide management or the public with reasonable assurance that 
proper business practices are being undertaken. 


It is worth noting that implementation of strong management controls over this 
area Cannot guarantee that improper practices will not occur. However, they do 
provide a reasonable degree of assurance through direction to managers and staff 
and clear segregation of functions. 


1.2 CCG is actively pursuing work that is currently undertaken by the private 
sector. 


The suppliers we interviewed stated that CCG is aggressively taking over work that 
was formerly undertaken by the private sector. They cited the following types of 
instances: 


> CCG takes over work, without using a competitive process, that was 
previously performed, tendered or quoted upon by the private sector; 


> CCG acquires new equipment in order to pursue new services where 
there is a well-established private sector market; 


& CCG pursues work for non-government clients; and, 


CCG informs its clients/potential clients that they must use CCG as 
the provider of communications services. 


Due to our undertaking of confidentiality to industry representatives, we are unable 
to disclose the details of specific cases. We were able to verify that instances of 
each of the above cases did occur. However, these cases represent a very small 
percentage of cases relative to the total number of transactions (450,000) which 
CCG undertakes each year. 
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These practices are not unusual for an organization which is pursuing market share 
and are within the Treasury Board approved mandate of CCG. However, these 
cases highlight the philosophical issue of whether or not an SOA should be allowed 
to compete where there is an established market. The resolution of this issue is 
beyond the scope of this audit. 


1.3 Certain CCG contracting practices require improvement to prevent potential 
conflicts. 


Industry representatives expressed strongly the view that CCG’s contracting 
practices are preventing them from competing fairly for federal government 
business. They cited a number of conditions and specific concerns to support their 
view. These included: 


> their perception that a large number of contracts awarded by CCG 
(either on behalf of client departments or for CCG itself) are sole- 
sourced; 

> CCG’s position which they believe allows it to filter government work, 


retaining the highest value-added work without competition and 
tendering low-value or demanding work; 


> concern that potential bidders are not made aware of all upcoming 
opportunities; 


> concern that CCG does not readily respond to complaints from 
industry; and, 


> bid evaluation results not being made to unsuccessful vendors on a 
timely basis. 


In some cases, CCG is in a position to sole source work, to retain work internally 
and to limit the opportunities which industry can bid on. However, the decision to 
sole source work or to use the private sector is often in the hands of the client 
departments. It is true that CCG may be able to influence such decisions as a 
result of its position. 


PUBLIC WORKS AND GOVERNMENT SERVICES CANADA 
Examination of Contracting Practices at the Canada Communication Group 
Final Report - May 6, 1994 16 


In our view, CCG must be diligent in ensuring that the justification for sole source 
contracts is sufficiently strong. Also, the contracting function should endeavour to 
ensure competition where possible in order to avoid any perceived conflicts. 


With respect to responding to complaints and communication of bid evaluation 
results, we did note several instances where CCG’s responses were not timely. 
This has created a poor perception of CCG by those companies who have 
requested information. 


Clearly, CCG must formalize and strengthen its policy for dealing with complaints 
and ensure that they have appropriate management visibility in areas of high risk 
and industry concern. 


1.4 CCG has several advantages over the private sector although there are some 
offsetting disadvantages. 


Suppliers believe that CCG has an unfair advantage over the private sector through 
its position as a government agency. They cite the following examples: 


b it is administratively easier for departments to retain the services of 
CCG than to contract with industry; 


> CCG positions its staff on-site in Departments, potentially influencing 
clients to use CCG as a supplier; 


> CCG can negotiate long-term agreements with client departments and 
has the ability to hold funds on behalf of departments over fiscal year- 
ends which, for all practical purposes, the private sector cannot 
match; 


> CCG has the ability to renegotiate prices with its clients outside of the 
normal competitive process; and, 


ie CCG does not operate from the same cost base as the private sector 
since it does not incur taxes and has a potentially unlimited source of 
Capital to make investments and to fund losses. 
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It is possible that some of these perceived advantages, such as positioning staff on 
site, are in fact available to the private sector. Also, some of the private sector 
perceptions surrounding cost related advantages are not well founded. 


Our examination indicates that some of these advantages do exist. It is clear that 
CCG also has several disadvantages. These include: 


» requirement to pay union wages and public sector benefits not always 
paid in the private sector; 


» workforce adjustment policies which reduce flexibility; 


> human resource practices which reduce hiring, layoff and 
compensation flexibility; and, 


> Official Language policy requirements which are expensive to 
implement. 


From our discussions with industry, it appears that these and other related 
concerns have been exacerbated by CCG’s perceived moves to obtain work outside 
the federal public sector and by the general downturn in business volume in the 
communication sector. 
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OBJECTIVE #2 - TO DETERMINE THE CONDITIONS, IF ANY, UNDER 
WHICH FORMER CCG EMPLOYEES ARE RECEIVING 
CONTRACTS FROM CCG. 


Assessment Criteria. The assessment criteria used for this objective were as 
follows: 


> former employees receiving contracts should be clearly identified; and, 


> contracts should only be given to former employees under the terms 
of the relevant Treasury Board guidelines. 


Method of Analysis. \n examining this objective, we obtained a list of former 
employees who have received work from CCG. The contracts awarded to these 
former employees were reviewed to ensure compliance with Treasury Board 
guidelines. 


Findings 


2.1 + In all cases examined, CCG was found to be in compliance with Treasury 
Board guidelines regarding contracts awarded to former employees. 


In response to our request, we were advised of seven instances in which contracts 
have been awarded to former employees. Our examination indicated that, in each 
case, the required documentation and approvals had been obtained. 


As is the case with issues of this nature, it is not possible to provide assurance 
that no other instances exist without further exhaustive analysis. However, no 
other cases were identified in the course of our review. 
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OBJECTIVE #3 - TO DETERMINE THE EXTENT TO WHICH THE 
CONTRACTING PRACTICES OF CCG COMPLY WITH THE 
AGENCY’S OWN APPROVED POLICIES AND 
PRACTICES. 


Assessment Criteria. The assessment criteria used for this objective were based on 
stated CCG contracting policies. The specific areas examined for compliance 
included: 


requirements definition; 

procurement planning; 

solicitation activities; 

contractor selection and price and terms determination; 
contract negotiation; and, 

contract authorization and award. 


VV Ve Vv View 


Method of Analysis. For purposes of this objective, a random sample of 30 
contracts was selected for review. These contracts included both printing and 
other communications services contracted for by CCG. 


Findings 


3.1 With one specific exception, the contracts examined were in compliance 
with CCG’s established policies and practices. 


From the 30 cases examined, we noted one case where the justification for sole 
source contracting was not provided. With this exception, the documentation and 
approvals to support the contracts were found to be in compliance with the 
Agency’s policies and procedures. 


As part of our review, we did find a high proportion of sole source contracts in the 
communication services area. It should be noted that the decision to sole source a 
contract is in most instances a client department request. 
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OBJECTIVE #4 - TO ASSESS THE EXTENT TO WHICH POLICIES AND 
PRACTICES FOR CONTRACTING ARE CONSISTENT 
WITH PWGSC AND FEDERAL GOVERNMENT 
CONTRACTING POLICIES AND PRACTICES FOR SPECIAL 
OPERATING AGENCIES. 


Assessment Criteria. The criteria for this objective are based on the policies and 
practices established by PWGSC and Treasury Board for contracting and 
established policies for Special Operating Agencies. 


Method of Analysis. The process followed for this objective was a comparison of 
contracting policies and directives for PWGSC and Treasury Board with CCG’s 
policies and practices to ensure consistency. In addition, discussions were held 
with CCG staff members on specific issues. 


Findings 


4.1 CCG policies and practices are consistent with those established by PWGSC 
and Treasury Board. CCG is allowed the option of bypassing departmental 
policies in certain circumstances. 


CCG policy on contracting follows the PWGSC Supply Policy Manual (SPM) 
directives which are consistent with Treasury Board policy. PWGSC has authorized 
CCG to bypass those departmental procurement policies which do not apply to 
other government procurement organizations. It also states that PWGSC policy will 
be followed to the extent practical, but that as long as it is in compliance with 
Treasury Board policy, CCG can bypass the SPM directives that impede the 
realization of maximum value for money. 


The authority to bypass SPM directives was provided to CCG by PWGSC’s Supply 
Operations Branch on condition that a mechanism be established to identify and 
obtain exemptions. The current mechanism in place is the notation on file by the 
contracting officer of reasons why a policy is not followed. In our view, this is not 
an effective mechanism since it allow individuals to bypass policy without 
approval. 
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CCG has stated that the only exemption used was the ability to use its own 
Printing Electronic Bulletin Board rather than the Open Bidding Service prior to April 


1994. However, our examination indicated that there are no effective management 
controls to ensure that other exemptions have not occurred. 


PUBLIC WORKS AND GOVERNMENT SERVICES CANADA 


Examination of Contracting Practices at the Canada Communication Group 
Final Report - May 6, 1994 


Deloitte & 
Touche 


OBJECTIVE #5 - TO ASSESS THE ADEQUACY OF CCG’S 
COMMUNICATION PLAN TO EXPLAIN CONTRACTING 
POLICIES TO THE PRIVATE SECTOR. 


Assessment Criteria. The criteria for this objective are: 


> there should be a clear description of contracting policies, options and 
mechanisms; and, 


> contracting policies and mechanisms should be actively communicated 
to the private sector. 


Method of Analysis. The communication of contracting policies and mechanisms 
was discussed with CCG and comments from members of industry were 
considered with respect to their clarity of understanding. 


Findings 


5.1 There is a lack of clarity in the private sector with respect to CCG’s 
contracting policies, options and mechanisms. 


CCG’s primary method of communicating contracting policy is through information 
supplied in documents supporting Requests for Proposal, Invitations to Tender and 
Invitations to Quote. A contract clause reference manual exists for the print 
industry to help simplify contracts. However, no formal communication plan exists 
for communicating policies and options. 


It is clear from our discussions with the private sector that many companies do not 
understand or are not aware of the types of contracting methods, and the purpose 
of each method used by CCG. For example, the intent of standing offers and the 
fact that these arrangements do not necessarily guarantee that firms will receive 
work is not fully understood. 
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It is also clear that optionality, the delegated authority to Departments and the role 
of CCG where Departments have delegated authority, is not clearly understood. 
Our discussions with industry indicated that there is a widely held belief that 
government departments have no option but to use CCG, while in fact, many 
departments do have authority to contract directly with the private sector. There 
are also indications that options are not clear to client departments. 


Industry’s lack of understanding of CCG’s contracting practices has given rise to a 
number of misperceptions in the private sector and clearly is at the root of a 
number of the concerns being expressed. Our examination indicated that CCG has 
recognized this problem and has initiated a process to communicate more 
proactively with industry. 
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OBJECTIVE #6 - TO PROVIDE LESSONS LEARNED THAT COULD BE 
IMPLEMENTED FOR FUTURE CONTRACTING. 


During our review several situations where contracting could be improved were 
noted. Our findings and the related recommendations in this area are provided 
under other objectives and in the recommendation section of this report. 
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OBJECTIVE #7 - TO REVIEW THE ADEQUACY OF CCG’S MANAGEMENT 
CONTROL FRAMEWORK WITH EMPHASIS ON THE 
MECHANISMS BY WHICH CCG DESIGNS, DEVELOPS 
AND APPROVES POLICIES AND OPERATING 
PROCEDURES. — 


Assessment Criteria. The criteria for this objective are as follows: 


> There should be organization structures, as well as policies and 
guidelines provided to staff which help to ensure appropriate 
management control. 


> There should be appropriate management processes and information 
to ensure control of operating activities. 


Method of Analysis. The process followed for this objective included a review of 
Organization structures and policies and the development and analysis of detailed 
process descriptions. Standard processes for planning, budgeting and reporting 
were reviewed as was information for decision making. 


Findings 


7.1 Organization structure, policies and procedures do not provide adequate 
assurance to management of prudence and probity and are not sufficient 
given CCG’s dual role as contract agent and supplier. 


CCG has undergone several changes in organization structure as it has evolved. 
While these changes are designed to reflect its business realities, they do not fully 
Satisfy its management control needs. This is particularly true in the segregation of 
its contracting and supplier roles. For example, access to contracting is not 
physically restricted, contracting and supplier functions report through the same 
business area and individuals have been involved in both contracting for services 
and situations where CCG has competed with the private sector. 
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While policies have been developed in most areas, there are no clearly defined rules 
concerning conflict of interest situations, the need to disclose such situations and 
procedures to communicate and resolve such issues. As a result there is no clear 
communication or understanding of what represents acceptable practice. 


CCG has indicated that policies which deviate from Treasury Board or PWGSC are 
tabled for approval at the Agency’s Senior Management Committee (SMC) and that 
other policies are approved at the appropriate level. However, this approval 
process is not formally documented. 


7.2 CCG has insufficient management information for a business of this nature. 


During the course of our examination we attempted to assess the extent to which 
individual projects covered their costs and whether individual services were 
profitable and to determine CCG’s sources of revenue. We encountered difficulty 
in obtaining information of this nature and noted areas where overheads appeared 
to be improperly allocated. 


We also noted that pricing in the printing areas is based on historical commodity 
prices updated for inflation. It is unclear whether or not these prices reflect all 
relevant costs and whether pricing includes an appropriate consideration of all 
relevant overheads. 


CCG has recognized the need to improve its management information and is 
currently undertaking a project to better understand its costs. 
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OBJECTIVE #8- TO ASSESS THE DEGREE OF CONSISTENCY OF CCG’S 
PRACTICES WITH TREASURY BOARD GUIDELINES 
REGARDING TRAVEL, HOSPITALITY AND OTHER SIMILAR 
OVERHEAD EXPENDITURES. 


Assessment Criteria. The criteria for this objective were as follows: 


e Expenditures should be made in accordance with relevant TB 
guidelines. 
> Appropriate approvals should be obtained for expenditures. 


Method of Analysis. We selected a sample of travel and hospitality expenditures 
and examined each item for compliance with relevant guidelines. 


Findings 


8.1 While expenditures appear reasonable and are well supported, the required 
approvals for expenditures were not always obtained. 


Our examination of selected expenditure items indicated that support for 
expenditures appears to be appropriate and reasonable. However, several instances 
were noted where, the appropriate levels of approval have not been obtained. 


We were informed that this situation has already been corrected and that a 
procedure is in place to ensure that appropriate approvals are obtained. 
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V. RECOMMENDATIONS 


This section presents our recommendations for addressing the significant findings 
identified during the course of our examination. 


Recommendation #1 


The Department should immediately address the conflict of interest issue by 
formally segregating CCG contracting on behalf of client departments from 
its delivery of services. The Department should either: 


> change CCG’s organization structure, physical accommodations, data 
security and policy base to reflect a clear and complete segregation; 
or, 


b transfer CCG contracting to the Supply Operations Group of PWGSC. 


The resolution of this issue must balance the perception of conflict, which 
will remain if contracting is left within CCG, with the negative financial 
impact on CCG if contracting is removed. 


The removal of contracting from CCG will likely have a negative economic 
impact on the Agency due to lost revenue from mark-up on client 
department contracts. There is also a potential impact on its project 
management and integration services although CCG should retain the ability 
to sub-contract for services as part of projects it delivers as well as to 
acquire the goods and services it needs to operate. 


As a result of these potential negative impacts, the Department must also 
reconsider the organizational status and the ability of CCG to achieve its 
stated mandate as an SOA. Potential options include: 


> privatization of CCG; 
> migration to Crown Corporation status; and, 
> retention of SOA status with revised goals and targets. 


Due to the impact of segregation of contracting on economic performance, 
the issue of organizational status should be addressed within six months. 
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Recommendation #2 


& If CCG is to retain a segregated client department contracting function, it 
should: 
te ensure diligent compliance with policies and procedures such that all 


sole source contracts are reviewed and approved at appropriate levels 
of management depending on the value and the sensitivity of the 


contract; 

» limit its contracting activities to those services that are part of its 
mandate; 

» remove the option for contract officers to bypass existing policies. 


Exemptions, where justified on the basis of providing maximum value 
for money, should be approved at an appropriate level of 
management, documented and reported to senior management; and, 


» develop a clear and concise description of its contracting policies and 
practices as well as a description of the contracting options available 
to clients. This description should be formally communicated to 
clients and suppliers. 
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Recommendation #3 


a CCG should develop and publish a clear formal conflict of interest policy and 
guidelines for potential conflict situations. Potential areas to be addressed 
include: 
> involvement with client department contracting processes; 

e pricing practices; 
» practices of sales staff; 
> use of onsite staff in client departments; and, 
b banking funds over year end. 
& The conflict of interest policies and guidelines should be developed in 


consultation with the Department, industry and appropriate central agencies 
to ensure that they reflect an acceptable basis for competition as a 
government agency. These policies and guidelines should be clearly 
communicated and monitored for compliance. 


' As an SOA, CCG should also clearly communicate its intentions relative to 
moving into other sectors and service lines. 


— 
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Recommendation #4 


CCG should develop and implement policies and management procedures to 
ensure that all inquiries and complaints are addressed on a timely basis. 
Specifically, there should be processes to: 


> identify all potential high risk situations and ensure that they are 
communicated to appropriate levels of management; 


log and track all complaints and measure response times; 
> refer all unresolved complaints to more senior management levels; 
be review all situations where complaints have arisen, develop solutions 


and communicate these so that similar problems can be avoided; and, 


> provide the option of independent review for complaint investigation 
and resolution. 


Recommendation #5 


a CCG should continue do develop improved information for decision making, 
particularly as it relates to: 
> project costs and profitability; 
Pe pricing; and, 
b service line profitability. 
= CCG should also publicly communicate its financial results and related 


accounting policies in order to avoid issues of subsidization. 
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